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MEMORANDUM FOR: Deputy Director for Intelligence

FROM: Executive Assistant to the DDCI

During the DCI/DDCI session with PFIAB this week, someone asked if
the Soviets could absorb an arms control reduction considering the
already existing level of unemployment in their narrowly focused
economy. Could you please have someone give that some thought and

provide the DDCI a brief, blind memo that he can forward to Anne

Armstrong. AR
)
25X1
cc: 0/0CI
ExDir
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MEMORAND UM

Economic Aspects of Reduction-in-Strategic-arms Program

With respect to the question whether an arms control agreement would
create a problem by increasing unemployed resources in the Soviet economy, our
opinion is that it would not.

The Soviet economy is currently in a position in which competing demands
are placing serious strains on available resources. Soviet economic growth
has been following a downward trend since the mid-1970s, in large measure
because the supply of critical inputs has been increasing at declining
rates. Supply has been lagging behind demand, not vice versa. For example,
the USSR--as Soviet officials and the Soviet media openly acknowledge--is
experiencing a labor shortage, reflecting declining increments to the working
age population. Furthermore, production of 0il, coal and other important raw
materials has been growing slowly or leveling off because of the rising cost
of extracting, processing and transporting these materials; readily available
supplies of these materials in the European part of the USSR have been
depleted, forcing the Soviets to obtain a steadily rising proportion of them
in remote and forbidding parts of the country.

It should be noted that there was a moderate upturn in the growth of

. Soviet gross national product in 1983 and that, in the non-agricultural part
of the economy, the 1983 growth rate has apparently been sustained in 1984.
We believe, however, that the improvement stemmed from special, “one-shot"
factors and that growth will be slower on average in the balance of the 1980s
than it was in the last two years.

In view of the squeeze on the Soviet economy, the resources that might be
freed by an arms reduction arrangement could be helpful to the USSR, by
opening up opportunities for channeling additional resources to the civilian
part of the economy. A reduced defense burden could help provide resources to
increase consumption, important for social stability and labor productivity,
and investment, vital to future economic growth.

As regards umemployment of labor per se, the Soviets claim that there is
no unemplioyment in the USSR and therefore publish no statistics on
joblessness. There is inevitably some unemployment in any economy, however--
people who are changing jobs or are for some reason “unemployable"--and the
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USSR's is no exception. But the unemployment rate in the USSR is in fact
quite Tow. An arms control agreement would not increase unemployment to a
perceptible degree, even in the short run. Workers who were displaced, given
the current labor shortage, would find work elsewhere.
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The Deputy Director of Central lntclligcncc Executive Registry !
Washingon.D . 20505 84- 10018

1

0150y 1984 |

The Honorable Anne Armstrong
Chairman, President's Foreign

Intelligence Advisory Board
Washington, D.C.

Anne:

During our last session, the question of the
Soviets' ability to absorb an arms control reduction,
given their narrowly focused economy, surfaced. I had
our people take a look at that and thought you might

be interested in what they came up with.

Regards,
. 25x1"™
(:d,,~"'JoHn N. McMahon 25X1 |
Attachment
Distribution:
Orig - Adse. w/atts
1 - DDCI w/atts j SECRET
Y- ER ’
DDCI/EA! (1 Dec 84) 25K1 |
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MEMORANDUM

Economic Aspects of Reduction-in-Strategic-arms Program

With respect to the question whether an arms control agreement would
create a problem by increasing unemployed resources in the Soviet economy, our
opinion is that it would not.

The Soviet economy is currently in a position in which competing demands
are placing serious strains on available resources. Soviet economic growth
has been following a downward trend since the mid-1970s, in large measure
because the supply of critical inputs has been increasing at declining
rates. Supply has been lagging behind demand, not vice versa. For example,
the USSR--as Soviet officials and the Soviet media openly acknowledge--is
experiencing a labor shortage, reflecting declining increments to the working
age population. Furthermore, production of oil, coal and other important raw
materials has been growing slowly or leveling off because of the rising cost
of extracting, processing and transporting these materials; readily available
supplies of these materials in the European part of the USSR have been
depleted, forcing the Soviets to obtain a steadily rising proportion of them
in remote and forbidding parts of the country.

It should be noted that there was a moderate upturn in the growth of
Soviet gross national product in 1983 and that, in the non-agricultural part
of the economy, the 1983 growth rate has apparently been sustained in 1984.
We believe, however, that the improvement stemmed from special, “one-shot"
factors and that growth will be slower on average in the balance of the 1980s
than it was in the last two years.

In view of the squeeze on the Soviet economy, the resources that might be
freed by an arms reduction arrangement could be helpful to the USSR, by
opening up opportunities for channeling additional resources to the civilian
part of the economy. A reduced defense burden could help provide resources to
increase consumption, important for social stability and labor productivity,
and investment, vital to future economic growth.

As regards umemployment of labor per se, the Soviets claim that there is
no unemployment in the USSR and therefore publish no statistics on
joblessness. There is inevitably some unemployment in any economy, however--
people who are changing jobs or are for some reason "“unemployable"--and the
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USSR's is no exception. But the unemployment rate in the USSR is in fact
quite Tow. An arms control agreement would not increase unemployment to a
perceptible degree, even in the short run. Workers who were displaced, given

the current labor shortage, would find work elsewhere.
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